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men are sharper than others, or because of rings in 
violation of the law, but as an outcome of the in- 
crease of surplus over cost. What monopolies do 
is to I'ecognize this fact and divert a larger share 
than is proper into their own hands through a care- 
ful study of the concrete forms that the surplus 
may be made to assume. 

Professor Folwell: In this effort to find a standard 
of value are we not seeking leather a ground or basis 
of valuation ? Value is an actual phenomenon to be 
accounted for as it may be, and to be separated from 
valuation. I am disposed to think that a better 
word than measure of value would be computation 
of value. It does not seem to me that in any proper 
sense of the term we can measui*e value. We can 
compute it. 



Value A^•D Disteibution as Tbeatku by 
Peoj?essok Marshall. 

BY PROFESSOll F. W. TAUSSIG, OF HAKVAKD UNIVEIiSITY. 



Professor Marshall's "Principles of Economics" was 
welcomed immediately on its publication as the most 
important contribution to general political economy 
made in England since the days of John Stuart 
Mill. The temperate and scholarly attitude of Pro- 
fessor Marshall, his candor, his interpretation and 
conciliation of conflicting views, assured him warm 
praise from all quarters. In the present study of 
economic discussion, however, the general trend and 
character of the book, and its attitude on questions of 
economic policy, received a larger share of attention 
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than its presentation of economic theory pure and sim- 
ple; and Professor Marshall's discussion of some of 
the crucial questions of distribution and value 
received less detailed consideration than was de- 
manded by its importance by teachers and students. 
I propose this afternoon, to say something on the 
more strictly theoretical aspects of the volume. 

The very division of the subject indicates a differ- 
ent mode of treatment from that which has been 
traditional in the books on general theory, whether 
English, French, German or Italian. Professor 
Marshall discards the separation of value and 
distribution, and treats the causes that determine 
the exchange values of commodities, and the causes 
that determine the distribution of these commodities 
among different individuals and among different 
classes, as one. He rightly insists that the unity of 
the treatment of distribution and exchange is the 
most important innovation made by him in the broad 
lines of economic theory. 

In treating distribution and exchange as presenting 
not two sets of phenomena, but a single set of phe- 
nomena governed by the same causes, it is possible 
to consider either immediate or permanent relations. 
The causes that determine the values of commodities, 
and those that determine the remuneration of labor 
and capital, may be regarded as substantially identi- 
cal at the moment when the exchange is effected; or 
the causes determining them may be considered in 
their more permanent aspects, and the inquiry may 
be whether the phenomena are governed by the same 
conditions in the long run. Briefly, Professor Mar- 
shall may be said to lay stress on the resemblances 
between the permanent aspects of the phenomena of 
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distribution and of exchange, while he lays stress on 
the differences which appear at the moment when 
the act of exchange takes place. At any given time 
he finds that the causes determining wages are dif- 
ferent from the causes which usually dermine prices. 
Labor is perishable; the laborer, in offering his labor, 
is subject to disadvantages which the vendor of 
commodities does not usually feel; in other ways his 
situation is different from that of the seller of goods. 
But in the long run Professor Marshall finds a close 
analogy between the causes that permanently deter- 
mine wages and the causes that permanently deter- 
mine the prices of commodities. Prices are governed 
eventually by expenses of production; the wages of 
different classes of laborers are determined in the long 
run by the expenses of rearing and training them, 
and by differences in the standard of living which 
present analogies to the expenses of production as 
affecting the value of commodities. Professor Mar- 
shall has not made it entirely clear how far what he 
calls the expenses of production of labor, depend on 
actual outlay for rearing and training them, and how 
far they depend on different standards of living; 
and it is questionable whether these two sorts of 
fundamental causes are as closely allied as he 
appears to believe them to be. But he makes it clear 
that he finds in this direction a permanent cause 
determining the price of labor, which has close 
resemblance to the permanent causes determining the 
prices of commodities. Similarly, as regards the 
remuneration of capital, he finds in the irksomeness 
of waiting and the indisposition to give up the enjoy- 
ments of the present, a permanent cause of the 
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return to capital, which again may be considered the 
cost of production of that factor in distribution. 

To me it seems that the emphasis should be dif- 
ferently apportioned. If we are to treat distribution 
and exchange as identical, — and there is much to be 
said in favor of that course, — the stress should be 
laid on the immediate resemblances and on the per- 
manent differences. And this is more particularly 
the case if we regard distribution at large and the 
shares secured by different classes of society, and 
do not confine our attention as much as Professor 
Marshall does to particular wages, and to the causes 
determining the rewards of one set of producers as 
compared with another set. The connection between 
distribution and exchange is closest when we so con- 
sider particular wages, and it may be fairly said that 
in this inquiry we have not two problems, but one 
problem. Distribution works itself out through ex- 
change. When commodities are produced and put 
on the market, they form a fund out of which the 
persons who have contributed to make them are 
rewarded, and distribution depends on the terms of 
exchange. 

But if we turn the inquiry to general wages and 
to profits at large, the situation is different. The 
older economists gave their chief attention to profits 
in the mass and to wages in the mass. The more 
concrete discussion of Professor Marshall, like that 
of all modern economists, naturally and rightly gives 
more attention to particular wages and particular 
profits. But the problem of the older writers de- 
serves its fair share of attention, and in regard to 
this, Professor Marshall's discussion seems less sat- 
isfactory. General wages are virtually said to depend 
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on the national dividend, that is, upon the product 
of industry; and we get from Professor Marshall 
substantially nothing more than a residual theory of 
distribution. It is possible to give up the problem 
of general wages entirely, and to say that the only 
thing that concerns the community and interests the 
economist, is the analysis of problems more detailed 
and concrete. But the general problem deserves at 
least its share of attention; and in considering this, 
the analogy between distribution and exchange dis- 
appears, and we are confronted with an independent 
set of questions. Causes of fundamentally different 
sorts present themselves for examination. 

Returning again to the question of value and of 
what may be called individual distribution, we find 
that much use is made, throughout the volume, of 
what Professor Marshall calls the law of substitution, 
as an explanation of the varying rewards of different 
producers and different factors in production. Thus, 
to the employer who is hesitating whether to add 
a foreman for securing more effective work out 
of his laborers, or to add two additional laborers 
who will increase the output as much as the presence 
of the foreman would increase it, the law of substi- 
tution is said to determine the relative earnings of 
the foreman and the laborers. It is but another 
application of the same reasoning when wages 
are said to depend on the efficiency or on the net 
product of the laborers. It may be questioned how 
far this line of thought is consistent with the 
other line of reasoning just referred to, in which 
relative wages are said to be determined by expenses 
of production or the standard of living. But apart 
from this, it is doubtful whether the law of substitu- 
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tion is helpful in any but a very limited range of 
cases. Where, indeed, there are two ways of doing 
the same thing, one more efficient and one less effi- 
cient (whether it be two kinds of direct labor or two 
kinds of labor in the form of machines), then doubt- 
less the law of substitution explains the rewards 
secured by those who follow the two different 
methods. But two very different methods of doing 
the very same thing rarely continue to exist side by 
side. The more effective and better method super- 
sedes the less effective, and it is only in the inter- 
vening period of transition that the law of substitu- 
tion is applicable. The less effective method disap- 
pears, and thereafter the case presented is not that 
of different persons doing the same thing, but of 
different persons doing different things and exchang- 
ing them. In this usual and normal case, the law of 
substitution, or of distribution according to net pro- 
duct, does not help us. 

When Professor Marshall's book first appeared, 
many of us hoped that we should have a restatement 
of the general principals of economics which would 
be accepted, for the time being, as a standard expo- 
sition of the present state of political economy, 
at least for English-speaking countries. It is perhaps 
too early to judge of the position which the book, 
valuable and suggestive as it undoubtedly is in many 
parts, will eventually take. But it remains a question 
whether it will attain the authoritative place which, 
in its day and generation, was achieved by John 
Stuart Mill's recasting the then accepted doctrines 
of Political Economy. 
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Discussion. 

Professor Folwell: I would like to say on my own 
behalf that I had the same experience. I obtained 
the book in the hope that we should have a new 
standard which would be final for many years. I 
was disappointed. At the same time I found a great 
deal of most valuable material. 

Professor Giddings: I think that we can hardly let 
this discussion go by without saying that we are under 
great obligation to Professor Taussig for presenting 
so clearly what has seemed to many of us to be a 
fundamental defect in this work. I doubt if we 
have as yet got very far beyond that re-statement 
of leading principles of political economy that was 
made by Professor Cairnes. 



Diminishing Retuens and Distribution. 



BY PBOFESSOB J. B. COMMONS, OF THE UNIVERSITY OF INDIANA. 



The law of diminishing returns could be made a 
universal law, applicable to all industries were it not 
that it is viewed from one standpoint in agriculture 
and from another standpoint in manufactures. The 
standpoint for agriculture is that of a given area of 
ground; for manufactures it is that of the entire 
industry or of a single undertaking regardless of the 
area it occupies. By taking always the standpoint 
of area the law is applicable to manufactures and 
to every industry. 

A positive reason for taking the standpoint of area 
is because land is valuable primarily on account of 
room and situation. Soil is capital and its returns 



